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and such payments shall not be in-
cluded in the calculation of with-
drawals, advances, or loans for pur-
poses of paragraphs (e)(1) and (e)(2) of
this section.

(iv) For the purpose of this paragraph
(e) of this section, any transaction be-
tween a broker or dealer and a stock-
holder, partner, sole proprietor, em-
ployee or affiliate that results in a
diminution of the broker or dealer’s
net capital shall be deemed to be an ad-
vance or loan of net capital.

[40 FR 29799, July 16, 1975]

EDITORIAL NOTE: For FEDERAL REGISTER ci-
tations affecting §240.15¢3-1, see the List of
CFR Sections Affected, which appears in the
Finding Aids section of the printed volume
and at www.fdsys.gov.

§240.15¢3-1a Options (Appendix A to
17 CFR 240.15¢3-1).

(a) Definitions. (1) The term wunlisted
option shall mean any option not in-
cluded in the definition of listed option
provided in paragraph (c)(2)(x) of
§240.15¢c3-1.

(2) The term option series refers to
listed option contracts of the same
type (either a call or a put) and exer-
cise style, covering the same under-
lying security with the same exercise
price, expiration date, and number of
underlying units.

(3) The term related instrument within
an option class or product group refers
to futures contracts and options on fu-
tures contracts covering the same un-
derlying instrument. In relation to op-
tions on foreign currencies a related in-
strument within an option class also
shall include forward contracts on the
same underlying currency.

(4) The term underlying instrument re-
fers to long and short positions, as ap-
propriate, covering the same foreign
currency, the same security, or a secu-
rity which is exchangeable for or con-
vertible into the underlying security
within a period of 90 days. If the ex-
change or conversion requires the pay-
ment of money or results in a loss upon
conversion at the time when the secu-
rity is deemed an underlying instru-
ment for purposes of this Appendix A,
the broker or dealer will deduct from
net worth the full amount of the con-
version loss. The term underlying in-
strument shall not be deemed to in-
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clude securities options, futures con-
tracts, options on futures contracts,
qualified stock baskets, or unlisted in-
struments.

(5) The term options class refers to all
options contracts covering the same
underlying instrument.

(6) The term product group refers to
two or more option classes, related in-
struments, underlying instruments,
and qualified stock baskets in the same
portfolio type (see paragraph (b)(1)(ii)
of this section) for which it has been
determined that a percentage of offset-
ting profits may be applied to losses at
the same valuation point.

(b) The deduction under this Appen-
dix A to §240.15c3-1 shall equal the sum
of the deductions specified in para-
graphs (b)(1)(v)(C) or (b)(2) of this sec-
tion.

THEORETICAL PRICING CHARGES

(1)(A) Definitions. (A) The terms theo-
retical gains and losses shall mean the
gain and loss in the value of individual
option series, the value of underlying
instruments, related instruments, and
qualified stock baskets within that op-
tion’s class, at 10 equidistant intervals
(valuation points) ranging from an as-
sumed movement (both up and down)
in the current market value of the un-
derlying instrument equal to the per-
centage corresponding to the deduc-
tions otherwise required under
§240.15c3-1 for the underlying instru-
ment (See paragraph (a)(1)(iii) of this
section). Theoretical gains and losses
shall be calculated using a theoretical
options pricing model that satisfies the
criteria set forth in paragraph
(a)(1)(A)(B) of this section.

(B) The term theoretical options pric-
ing model shall mean any mathematical
model, other than a broker-dealer pro-
prietary model, approved by a Des-
ignated Examining Authority. Such
Designated Examining Authority shall
submit the model to the Commission,
together with a description of its meth-
ods for approving models. Any such
model shall calculate theoretical gains
and losses as described in paragraph
(a)(1)(A)(A) of this section for all series
and issues of equity, index and foreign
currency options and related instru-
ments, and shall be made available
equally and on the same terms to all
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registered brokers or dealers. Its proce-
dures shall include the arrangement of
the vendor to supply accurate and
timely data to each broker-dealer with
respect to its services, and the fees for
distribution of the services. The data
provided to brokers or dealers shall
also contain the minimum require-
ments set forth in  paragraphs
(b)(1)(V)(C) of this section and the prod-
uct group offsets set forth in para-
graphs (b)(1)(v)(B) of this section. At a
minimum, the model shall consider the
following factors in pricing the option:

(I) The current spot price of the un-
derlying asset;

(2) The exercise price of the option;

(3) The remaining time until the op-
tion’s expiration;

(4) The volatility of the underlying
asset;

(5) Any cash flows associated with
ownership of the underlying asset that
can reasonably be expected to occur
during the remaining life of the option;
and

(6) The current term structure of in-
terest rates.

(C) The term major market foreign cur-
rency shall mean the currency of a sov-
ereign nation whose short-term debt is
rated in one of the two highest cat-
egories by at least two nationally rec-
ognized statistical rating organizations
and for which there is a substantial
inter-bank forward currency market.
For purposes of this section, the Euro-
pean Currency Unit (ECU) shall be
deemed a major market foreign cur-
rency.

(D) The term qualified stock basket
shall mean a set or basket of stock po-
sitions which represents no less than
50% of the capitalization for a high-
capitalization or non-high-capitaliza-
tion diversified market index, or, in
the case of a narrow-based index, no
less than 95% of the capitalization for
such narrow-based index.

(ii) With respect to positions involv-
ing listed options in a single special-
ist’s market-maker account, and, sepa-
rately, with respect to positions in-
volving listed option positions in its
proprietary or other account, the
broker or dealer shall group long and
short positions into the following port-
folio types:
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(A) Equity options on the same un-
derlying instrument and positions in
that underlying instrument;

(B) Options on the same major mar-
ket foreign currency, positions in that
major market foreign currency, and re-
lated instruments within those op-
tions’ classes;

(C) High-capitalization diversified
market index options, related instru-
ments within the option’s class, and
qualified stock baskets in the same
index;

(D) Non-high-capitalization diversi-
fied index options, related instruments
within the index option’s class, and
qualified stock baskets in the same
index; and

(E) Narrow-based index options, re-
lated instruments within the index op-
tion’s class, and qualified stock bas-
kets in the same index.

(iii) Before making the computation,
each broker or dealer shall obtain the
theoretical gains and losses for each
options series and for the related and
underlying instruments within those
options’ class in each specialist’s mar-
ket-maker account guaranteed, en-
dorsed, or carried by a broker or deal-
er, or in the proprietary or other ac-
counts of that broker or dealer. For
each option series, the theoretical op-
tions pricing model shall calculate the-
oretical prices at 10 equidistant valu-
ation points within a range consisting
of an increase or a decrease of the fol-
lowing percentages of the daily market
price of the underlying instrument:

(A) +(-)15% for equity securities
with a ready market, narrow-based in-
dexes, and non-high-capitalization di-
versified indexes;

(B) +(—)6% for major market foreign
currencies;

(C) +(—) 20% for all other currencies;
and

(D) +(-)10% for high-capitalization
diversified indexes.

(iv)(A) As to non-clearing option spe-
cialists and market-makers, the per-
centages of the daily market price of
the underlying instrument shall be:

(1) +(—) 4%% for major market for-
eign currencies; and

(2) +6(—)8% for high-capitalization
diversified indexes.

(3) +(—) 10% for a non-clearing mar-
ket-maker, or specialist in non-high
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capitalization diversified index product
group.

(B) The provisions of this paragraph
(b)(1)(iv) shall expire two years from
September 1, 1997, unless otherwise ex-
tended by the Commission.

(v)(A) The broker or dealer shall mul-
tiply the corresponding theoretical
gains and losses at each of the 10 equi-
distant valuation points by the number
of positions held in a particular options
series, the related instruments and
qualified stock baskets within the op-
tion’s class, and the positions in the
same underlying instrument.

(B) In determining the aggregate
profit or loss for each portfolio type,
the broker or dealer will be allowed the
following offsets in the following order,
provided, that in the case of qualified
stock baskets, the broker or dealer
may elect to net individual stocks be-
tween qualified stock baskets and take
the appropriate deduction on the re-
maining, if any, securities:

(I) First, a broker or dealer is al-
lowed the following offsets within an
option’s class:

(i) Between options on the same un-
derlying instrument, positions cov-
ering the same underlying instrument,
and related instruments within the op-
tion’s class, 100% of a position’s gain
shall offset another position’s loss at
the same valuation point;

(ii) Between index options, related in-
struments within the option’s class,
and qualified stock baskets on the
same index, 95%, or such other amount
as designated by the Commission, of
gains shall offset losses at the same
valuation point;

(2) Second, a broker-dealer is allowed
the following offsets within an index
product group:

(1) Among positions involving dif-
ferent high-capitalization diversified
index option classes within the same
product group, 90% of the gain in a
high-capitalization diversified market
index option, related instruments, and
qualified stock baskets within that
index option’s class shall offset the loss
at the same valuation point in a dif-
ferent high-capitalization diversified
market index option, related instru-
ments, and qualified stock baskets
within that index option’s class;
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(1) Among positions involving dif-
ferent non-high-capitalization diversi-
fied index option classes within the
same product group, 75% of the gain in
a non-high-capitalization diversified
market index option, related instru-
ments, and qualified stock baskets
within that index option’s class shall
offset the loss at the same valuation
point in another non-high-capitaliza-
tion diversified market index option,
related instruments, and qualified
stock baskets within that index op-
tion’s class or product group;

(11i) Among positions involving dif-
ferent narrow-based index option class-
es within the same product group, 90%
of the gain in a narrow-based market
index option, related instruments, and
qualified stock baskets within that
index option’s class shall offset the loss
at the same valuation point in another
narrow-based market index option, re-
lated instruments, and qualified stock
baskets within that index option’s
class or product group;

(iv) No qualified stock basket should
offset another qualified stock basket;
and

(3) Third, a broker-dealer is allowed
the following offsets between product
groups: Among positions involving dif-
ferent diversified index product groups
within the same market group, 50% of
the gain in a diversified market index
option, a related instrument, or a
qualified stock basket within that
index option’s product group shall off-
set the loss at the same valuation
point in another product group;

(C) For each portfolio type, the total
deduction shall be the larger of:

(I) The amount for any of the 10 equi-
distant valuation points representing
the largest theoretical loss after apply-
ing the offsets provided in paragraph
(b)(1)(v)(B) if this section; or

(2) A minimum charge equal to 25%
times the multiplier for each equity
and index option contract and each re-
lated instrument within the option’s
class or product group, or $25 for each
option on a major market foreign cur-
rency with the minimum charge for fu-
tures contracts and options on futures
contracts adjusted for contract size dif-
ferentials, not to exceed market value
in the case of long positions in options
and options on futures contracts; plus
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(3) In the case of portfolio types in-
volving index options and related in-
struments offset by a qualified stock
basket, there will be a minimum
charge of 5% of the market value of the
qualified stock basket for high-capital-
ization diversified and narrow-based in-
dexes; and

(4) In the case of portfolio types in-
volving index options and related in-
struments offset by a qualified stock
basket, there will be a minimum
charge of 7%% of the market value of
the qualified stock basket for non-
high-capitalization diversified indexes.

ALTERNATIVE STRATEGY BASED METHOD

(2) A broker or dealer may elect to
apply the alternative strategy based
method in accordance with the provi-
sions of this paragraph (b)(2).

(1) Definitions. (A) The term intrinsic
value or in-the-money amount shall
mean the amount by which the exer-
cise value, in the case of a call, is less
than the current market value of the
underlying instrument, and, in the case
of a put, is greater than the current
market value of the underlying instru-
ment.

(B) The term out-of-the-money amount
shall mean the amount by which the
exercise value, in the case of a call, is
greater than the current market value
of the underlying instrument, and, in
the case of a put, is less than the cur-
rent market value of the underlying in-
strument.

(C) The term time value shall mean
the current market value of an option
contract that is in excess of its intrin-
sic value.

(ii) Every broker or dealer electing to
calculate adjustments to net worth in
accordance with the provisions of this
paragraph (b)(2) must make the fol-
lowing adjustments to net worth:

(A) Add the time value of a short po-
sition in a listed option; and

(B) Deduct the time value of a long
position in a listed option, which re-
lates to a position in the same under-
lying instrument or in a related instru-
ment within the option class or prod-
uct group as recognized in the strate-
gies enumerated in paragraph
(b)(2)(iii)(D) of this section; and

(C) Add the net short market value
or deduct the long market value of list-
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ed options as recognized in the strate-
gies enumerated in paragraphs
(b)(2)(1i1)(E)(1) and (2) of this section.

(iii) In computing net capital after
the adjustments provided for in para-
graph (b)(2)(ii) of this section, every
broker or dealer shall deduct the per-
centages specified in this paragraph
(b)(2)(iii) for all listed option positions,
positions covering the same underlying
instrument and related instruments
within the options’ class or product
group.

UNCOVERED CALLS

(A) Where a broker or dealer is short
a call, deducting the percentage re-
quired by paragraphs (c)(2)(vi) (A)
through (K) of §240.15c3-1 of the cur-
rent market value of the underlying in-
strument for such option reduced by its
out-of-the-money amount, to the ex-
tent that such reduction does not oper-
ate to increase net capital. In no event
shall this deduction be less than the
greater of $250 for each short call op-
tion contract for 100 shares or 50% of
the aforementioned percentage.

UNCOVERED PUTS

(B) Where a broker or dealer is short
a put, deducting the percentage re-
quired by paragraphs (c)(2)(vi) (A)
through (K) of §240.15¢3-1 of the cur-
rent market value of the underlying in-
strument for such option reduced by its
out-of-the-money amount, to the ex-
tent that such reduction does not oper-
ate to increase net capital. In no event
shall the deduction provided by this
paragraph be less than the greater of
$250 for each short put option contract
for 100 shares or 50% of the aforemen-
tioned percentage.

LONG POSITIONS

(C) Where a broker or dealer is long
puts or calls, deducting 50 percent of
the market value of the net long put
and call positions in the same options
series.

CERTAIN SECURITY POSITIONS WITH
OFFSETTING OPTIONS

(D)(I) Where a broker or dealer is
long a put for which it has an offset-
ting long position in the same number
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of units of the same underlying instru-
ment, deducting the percentage re-
quired by paragraphs (c)(2)(vi) (A)
through (K) of §240.15¢c3-1 of the cur-
rent market value of the underlying in-
strument for the long offsetting posi-
tion, not to exceed the out-of-the-
money amount of the option. In no
event shall the deduction provided by
this paragraph be less than $25 for each
option contract for 100 shares, provided
that the minimum charge need not ex-
ceed the intrinsic value of the option.

(2) Where a broker or dealer is long a
call for which it has an offsetting short
position in the same number of units of
the same underlying instrument, de-
ducting the percentage required by
paragraphs (¢)(2)(vi) (A) through (K) of
§240.15c3-1 of the current market value
of the underlying instrument for the
short offsetting position, not to exceed
the out-of-the-money amount of the
option. In no event shall the deduction
provided by this paragraph be less than
$25 for each option contract for 100
shares, provided that the minimum
charge need not exceed the intrinsic
value of the option.

(3) Where a broker or dealer is short
a call for which it has an offsetting
long position in the same number of
units of the same underlying instru-
ment, deducting the percentage re-
quired by paragraphs (c)(2)(vi) (A)
through (K) of §240.15¢3-1 of the cur-
rent market value of the underlying in-
strument for the offsetting long posi-
tion reduced by the short call’s intrin-
sic value. In no event shall the deduc-
tion provided by this paragraph be less
than $25 for each option contract for
100 shares.

CERTAIN SPREAD POSITIONS

(E)(I) Where a broker or dealer is
short a listed call and is also long a
listed call in the same class of options
contracts and the long option expires
on the same date as or subsequent to
the short option, the deduction, after
adjustments required in paragraph (b)
of this section, shall be the amount by
which the exercise value of the long
call exceeds the exercise value of the
short call. If the exercise value of the
long call is less than or equal to the ex-
ercise value of the short call, no deduc-
tion is required.

§240.15¢c3-1a

(2) Where a broker or dealer is short
a listed put and is also long a listed put
in the same class of options contracts
and the long option expires on the
same date as or subsequent to the short
option, the deduction, after the adjust-
ments required in paragraph (b) of this
section, shall be the amount by which
the exercise value of the short put ex-
ceeds the exercise value of the long
put. If the exercise value of the long
put is equal to or greater than the ex-
ercise value of the short put, no deduc-
tion is required.

(c) With respect to transactions in-
volving unlisted options, every broker
or dealer shall determine the value of
unlisted option positions in accordance
with the provision of paragraph (c)(2)(i)
of §240.15¢3-1, and shall deduct the per-
centages of all securities positions or
unlisted options in the proprietary or
other accounts of the broker or dealer
specified in this paragraph (c). How-
ever, where computing the deduction
required for a security position as if
the security position had no related
unlisted option position and positions
in unlisted options as if uncovered
would result in a lesser deduction from
net worth, the broker or dealer may
compute such deductions separately.

UNCOVERED CALLS

(1) Where a broker or dealer is short
a call, deducting 15 percent (or such
other percentage required by para-
graphs (c)(2)(vi) (A) through (K) of
§240.15c3-1) of the current market
value of the security underlying such
option reduced by any excess of the ex-
ercise value of the call over the current
market value of the underlying secu-
rity. In no event shall the deduction
provided by this paragraph be less than
$250 for each option contract for 100
shares.

UNCOVERED PUTS

(2) Where a broker or dealer is short
a put, deducting 15 percent (or such
other percentage required by para-
graphs (c)(2)(vi) (A) through (K) of
§240.15c3-1) of the current market
value of the security underlying the
option reduced by any excess of the
market value of the underlying secu-
rity over the exercise value of the put.
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In no event shall the deduction pro-
vided by this paragraph be less than
$250 for each option contract for 100
shares.

COVERED CALLS

(3) Where a broker or dealer is short
a call and long equivalent units of the
underlying security, deducting 15 per-
cent (or such other percentage required
by paragraphs (¢)(2)(vi) (A) through (K)
of §240.15¢3-1) of the current market
value of the underlying security re-
duced by any excess of the current
market value of the underlying secu-
rity over the exercise value of the call.
No reduction under this paragraph
shall have the effect of increasing net
capital.

COVERED PUTS

(4) Where a broker or dealer is short
a put and short equivalent units of the
underlying security, deducting 15 per-
cent (or such other percentage required
by paragraphs (¢)(2)(vi) (A) through (K)
of §240.15¢c3-1) of the current market
value of the underlying security re-
duced by any excess of the exercise
value of the put over the market value
of the underlying security. No such re-
duction shall have the effect of increas-
ing net capital.

CONVERSION ACCOUNTS

(5) Where a broker or dealer is long
equivalent units of the underlying se-
curity, long a put written or endorsed
by a broker or dealer and short a call
in its proprietary or other accounts,
deducting 5 percent (or 50 percent of
such other percentage required by
paragraphs (¢)(2)(vi) (A) through (K) of
§240.15c3-1) of the current market
value of the underlying security.

(6) Where a broker or dealer is short
equivalent units of the underlying se-
curity, long a call written or endorsed
by a broker or dealer and short a put in
his proprietary or other accounts, de-
ducting 5 percent (or 50 percent of such
other percentage required by para-
graphs (c)(2)(vi) (A) through (K) of
§240.15c3-1) of the market value of the
underlying security.
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LONG OPTIONS

(7) Where a broker or dealer is long a
put or call endorsed or written by a
broker or dealer, deducting 15 percent
(or such other percentage required by
paragraphs (¢)(2)(vi) (A) through (K) of
§240.15¢c3-1) of the market value of the
underlying security, not to exceed any
value attributed to such option in
paragraph (¢)(2)(i) of §240.15¢3-1.

[62 FR 6481, Feb. 12, 1997]

§240.15¢3-1b Adjustments to net
worth and aggregate indebtedness
for certain commodities trans-
actions (Appendix B to 17 CFR
240.15¢3-1).

(a) Every broker or dealer in com-
puting net capital pursuant to 17 CFR
240.15¢c3-1 shall comply with the fol-
lowing:

(1) Where a broker or dealer has an
asset or liability which is treated or
defined in paragraph (c) of 17 CFR
240.15¢3-1, the inclusion or exclusion of
all or part of such asset or liability for
the computation of aggregate indebted-
ness and net capital shall be in accord-
ance with paragraph (c¢) of 17 CFR
240.15c3-1, except as specifically pro-
vided otherwise in this Appendix B.
Where a commodity related asset or 1i-
ability is specifically treated or defined
in 17 CFR 1.17 and is not generally or
specifically treated or defined in 17
CFR 240.15¢3-1 or this Appendix B, the
inclusion or exclusion of all or part of
such asset or liability for the computa-
tion of aggregate indebtedness and net
capital shall be in accordance with 17
CFR 1.17.

AGGREGATE INDEBTEDNESS

(2) The term aggregate indebtedness as
defined in paragraph (c)(1) of this sec-
tion shall exclude with respect to com-
modity-related transactions:

(i) Indebtedness arising in connection
with an advance to a non-proprietary
account when such indebtedness is ade-
quately collateralized by spot commod-
ities eligible for delivery on a contract
market and when such spot commod-
ities are covered.

(ii) Advances received by the broker
or dealer against bills of lading issued
in connection with the shipment of

350



		Superintendent of Documents
	2012-07-02T09:44:00-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




